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Line No.

Proxy Group of 
Ten AUS Utility 
Reports Natural 
Gas Distribution 

1. Prospective Yield on Aaa Rated
   Corporate Bonds (1) 5.60 % 5.60 %

2. Adjustment to Reflect Yield Spread
   Between Aaa Rated Corporate
   Bonds and A Rated Public
   Utility Bonds 0.52 (2) 0.52 (2)

3. Adjusted Prospective Yield on A Rated
   Public Utility Bonds 6.12 % 6.12 %

4. Adjustment to Reflect Bond
    Rating Difference of Proxy Group 0.00 (3) 0.14 (3)

5. Adjusted Prospective Bond Yield 6.12 6.26

6. Equity Risk Premium (5) 4.63 4.21
          

7.   Risk Premium Derived Common
      Equity Cost Rate 10.75 % 10.47 %

Notes:  (1) Derived in Note (3) on page 6 of this Schedule.
(2)

(3)

(4)

(5) From page 5 of this Schedule.

Apple Canyon Utility Company / Lake Wildwood Utilities Corp.
Indicated Common Equity Cost Rate

Through Use of a Risk Premium Model
Using an Adjusted Total Market Approach

The average yield spread of A rated public utility bonds over Aaa rated corporate bonds 
of 0.52% from page 4 of this Schedule.

Adjustment to reflect the A3 Moody's Bond Rating of the Proxy Group of Ten AUS Utility 
Reports Natural Gas Distribution Companies as shown on page 2 of this Schedule.  
The 14 basis point adjustment is derived by taking 1/3 of the spread between  Baa and 
A2 Public Utility Bonds (1/3 * 0.41% = 0.137%, rounded to 0.14%).

Proxy Group of Six 
AUS Utility 

Reports Water 
Companies

No adjustment necessary as the average Moody's bond rating of the Proxy Group of Six 
AUS Utility Reports Water Companies is A2 as shown on page 2 of this Schedule.
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Apple Canyon Utility Company / Lake Wildwood Utilities Corp. 
Numerical Assignment for 

Moody's and Standard & Poor's Bond Ratings, 
Standard & Poor’s Credit Ratings, and 

Standard & Poor’s Business and Financial Risk Profiles 
 

 
 
 
 
 

    Moody's      Numerical       Standard & Poor's 
 Bond Rating  Bond Weighting     Bond / Credit Rating      

 
Aaa  1 AAA 

 
Aa1  2 AA+ 
Aa2  3 AA 
Aa3  4 AA- 

 
A1  5 A+ 
A2  6 A 
A3  7 A- 

 
Baa1  8 BBB+ 
Baa2  9 BBB 
Baa3 10 BBB- 

 
Ba1 11 BB+ 
Ba2 12 BB 
Ba3 13 BB- 

                                                                                  
 
 
 
 

Standard & Poor’s 
 
 

  Business Numerical  Financial Numerical 
 Risk Profile Weighting Risk Profile Weighting 
 
 Excellent 1 Minimal 1 
 Strong 2 Modest 2 
 Satisfactory 3 Intermediate 3 
 Fair  4 Significant 4 
 Weak 5 Aggressive 5 
 Vulnerable 6 Highly Leveraged 6 
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Line
No.

Proxy Group of Ten 
AUS Utility Reports 

Natural Gas 
Distribution 

1. Calculated equity risk
   premium based on the
   total market using
   the beta approach (1) 5.11 4.26

2. Mean equity risk premium 
   based on a study
   using the holding period
   returns of public utilities
   with A rated bonds (2) 4.15 4.15

3. Average equity risk premium 4.63 % 4.21 %

Notes:  (1) From page 6 of this Schedule.
(2) From page 8 of this Schedule.

Proxy Group of Six AUS 
Utility Reports Water 

Companies

Apple Canyon Utility Company / Lake Wildwood Utilities Corp.
Judgment of Equity Risk Premium for

the Proxy Group of Six AUS Utility Reports Water Companies
and Proxy Group of Ten AUS Utility Reports Natural Gas Distribution Companies

Schedule 3.16 
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and Proxy Group of Ten AUS Utility Reports Natural Gas Distribution Companies

Line No.

Proxy Group of 
Ten AUS Utility 
Reports Natural 
Gas Distribution 

Companies

1. Arithmetic mean total return rate on
   the Standard & Poor's 500 Composite
   Index - 1926-2009 (1) 11.80 % 11.80 %

2. Arithmetic mean yield on
Aaa and Aa Corporate Bonds
   1926-2009 (2) (6.10) (6.10)

3. Historical Equity Risk Premium 5.70 % 5.70 %

4. Forecasted 3-5 year Total Annual
   Market Return (3) 12.99               % 12.99 %

5. Prospective Yield an Aaa Rated
   Corporate Bonds (4) (5.60) (5.60)

6. Forecasted Equity Risk Premium 7.39 % 7.39 %

7. Conclusion of Equity Risk Premium (5) 6.55 % 6.55 %

8. Adjusted Value Line Beta (6) 0.78 0.65

9. Beta Adjusted Equity Risk Premium 5.11 % 4.26 %

Notes:  (1)

(2)

(3) From page 3 of Schedule 3.17.

(4)

First Quarter 2010 5.30 %
Second Quarter 2010 5.40
Third Quarter 2010 5.50
Fourth Quarter 2010 5.70
First Quarter 2011 5.80
Second Quarter 2011 5.90

Average 5.60 %

(5)

(6) From page 9 of this Schedule.

Proxy Group of Six 
AUS Utility 

Reports Water 
Companies

Apple Canyon Utility Company / Lake Wildwood Utilities Corp.
Derivation of Equity Risk Premium Based on the Total Market Approach

Using the Beta for
the Proxy Group of Six AUS Utility Reports Water Companies

The average of the historical equity risk premium of 5.7% from Line No. 3 and the forecasted equity risk premium of 
7.39% from Line No. 6 ((5.7% + 7.39%) / 2 = 6.55%.

From 2010 Ibbotson Risk Premia Over Time Report - Estimates for 1926-2009.

From Moody's Industrial Manual and Mergent Bond Record Monthly Update.

Average forecast based upon six quarterly estimates of Aaa rated corporate bonds per the consensus of nearly 50 
economists reported in Blue Chip Financial Forecasts dated April 1, 2009 (see page 7 of this Schedule).  The 
estimates are detailed below.
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2   BLUE CHIP FINANCIAL FORECASTS   MARCH 1, 2010 

Consensus Forecasts Of U.S. Interest Rates And Key Assumptions
1

-------------------------------------History----------------------------------------- Consensus Forecasts-Quarterly Avg. 
---------Average For Week End--------  ----Average For Month---- Latest Q 1Q 2Q 3Q 4Q 1Q 2Q

Interest Rates Feb.19 Feb.12 Feb.5 Jan.29 Jan. Dec. Nov, 4Q 2009 2010 2010 2010 2010 2011 2011

Federal Funds Rate 0.12 0.13 0.13 0.12 0.11 0.12 0.12 0.12 0.1 0.2 0.3 0.7 1.1 1.5

Prime Rate 3.25 3.25 3.25 3.25 3.25 3.25 3.25 3.25 3.2 3.3 3.4 3.7 4.1 4.5

LIBOR, 3-mo. 0.25 0.25 0.25 0.25 0.25 0.25 0.27 0.27 0.3 0.4 0.6 0.9 1.4 1.7

Commercial Paper, 1-mo. 0.14 0.12 0.11 0.12 0.13 0.14 0.13 0.13 0.2 0.3 0.4 0.8 1.2 1.6

Treasury bill, 3-mo. 0.10 0.11 0.10 0.07 0.06 0.05 0.05 0.06 0.1 0.2 0.4 0.8 1.2 1.5

Treasury bill, 6-mo. 0.19 0.18 0.17 0.15 0.15 0.17 0.15 0.16 0.2 0.3 0.6 0.9 1.4 1.7

Treasury bill, 1 yr. 0.36 0.35 0.33 0.31 0.35 0.37 0.31 0.35 0.4 0.6 0.8 1.2 1.6 2.0

Treasury note, 2 yr. 0.89 0.86 0.83 0.86 0.93 0.87 0.80 0.87 1.0 1.2 1.5 1.8 2.2 2.5

Treasury note, 5 yr. 2.42 2.34 2.33 2.39 2.48 2.34 2.23 2.30 2.5 2.6 2.8 3.1 3.3 3.5

Treasury note, 10 yr. 3.74 3.69 3.66 3.66 3.73 3.59 3.40 3.46 3.7 3.8 4.0 4.2 4.3 4.5

Treasury note, 30 yr. 4.70 4.62 4.55 4.55 4.60 4.49 4.31 4.33 4.6 4.7 4.8 5.0 5.1 5.2

Corporate Aaa bond 5.44 5.36 5.29 5.28 5.26 5.26 5.19 5.20 5.3 5.4 5.5 5.7 5.8 5.9

Corporate Baa bond 6.45 6.36 6.25 6.23 6.25 6.37 6.32 6.33 6.4 6.5 6.6 6.8 6.8 7.0

State & Local bonds 4.38 4.34 4.36 4.39 4.33 4.21 4.37 4.26 4.5 4.6 4.7 4.8 4.9 5.0

Home mortgage rate 4.93 4.97 5.01 4.98 5.03 4.93 4.88 4.92 5.1 5.2 5.4 5.7 5.8 6.0

----------------------------------------History------------------------------------------- Consensus Forecasts-Quarterly

1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q

Key Assumptions 2008 2008 2008 2008 2009 2009 2009 2009 2010 2010 2010 2010 2011 2011

Major Currency Index 72.0 70.9 73.5 81.3 82.7 79.4 75.4 73.6 75.4 75.6 75.9 76.1 76.3 76.6

Real GDP -0.7 1.5 -2.7 -5.4 -6.4 -0.7 2.2 5.9 3.0 3.0 2.9 3.0 3.0 3.1

GDP Price Index 1.9 1.8 4.0  0.1  1.9  0.0 0.4 0.4 1.5 1.3 1.5 1.5 1.8 1.7

Consumer Price Index 4.5 4.5 6.2 -8.3 -2.4  1.3 3.6 3.4 2.0 1.6 1.9 1.9 2.1 2.0
Forecasts for interest rates and the Federal Reserve’s Major Currency Index represent averages for the quarter. Forecasts for Real GDP, GDP Price Index and Consumer Price 

Index are seasonally-adjusted annual rates of change (saar). Individual panel members’ forecasts are on pages 4 through 9. Historical data for interest rates except LIBOR is from 

Federal Reserve Release (FRSR) H.15. LIBOR quotes available from The Wall Street Journal. Interest rate definitions are the same as those in FRSR H.15. Treasury yields are 

reported on a constant maturity basis. Historical data for the Fed’ Major Currency Index is from FRSR H.10 and G.5. Historical data for Real GDP and GDP Chained Price Index 

are from the Bureau of Economic Analysis (BEA). Consumer Price Index (CPI) history is from the Department of Labor’s Bureau of Labor Statistics (BLS).

U.S. Treasury Yield Curve
Week ended February 19, 2009 and Year Ago vs.

1Q 2010 and 2Q 2011 Consensus Forecasts

0.00

0.50

1.00

1.50

2.00

2.50

3.00

3.50

4.00

4.50

5.00

5.50

3mo 6mo 1yr 2yr 5yr 10yr 30yr

Maturities

  
P

e
rc

e
n
t 

0.00

0.50

1.00

1.50

2.00

2.50

3.00

3.50

4.00

4.50

5.00

5.50
Year Ago

Week ended 2/19/10

Consensus 2Q 2011

Consensus 1Q 2010

U.S. 3-Mo. T-Bills & 10-Yr. T-Note Yield 

0.00

0.50

1.00

1.50

2.00

2.50

3.00

3.50

4.00

4.50

5.00

5.50

6.00

1Q

2001

1Q

2002

1Q

2003

1Q

2004

1Q

2005

1Q

2006

1Q

2007

1Q

2008

1Q

2009

1Q

2010

1Q

2011

  
P

e
rc

e
n
t 

0.00

0.50

1.00

1.50

2.00

2.50

3.00

3.50

4.00

4.50

5.00

5.50

6.00
(Quarterly Average) History Forecast

3-Month T-Bill Yield

Consensus

   Consensus

10-Yr. T-Note Yield.

Corporate Bond Spreads
As of week ended February 19, 2009

0

50

100

150

200

250

300

350

400

450

500

550

600

650

700

2006 2007 2008 2009 2010

  
B

a
s
is

 P
o
in

ts

0

50

100

150

200

250

300

350

400

450

500

550

600

650

700

Baa Corporate Bond 

Yield minus 10-Year 

T-Bond Yield

U.S. Treasury Yield Curve
As of week ended February 19, 2009

-100

-50

0

50

100

150

200

250

300

350

400

2006 2007 2008 2009 2010

  
B

a
s
is

 P
o
in

ts

-100

-50

0

50

100

150

200

250

300

350

400

10-Year T-Bond 

minus  3-Month T-Bill 

(Constant Maturity Yields)

Aaa Corporate Bond Yield

minus 10-Year T-Bond Yield

Schedule 3.16 
Page 7 of 9



Over A Rated
Public Utility Bonds
AUS Consultants -

Line Utility Services
No. Study (1)

Time Period 1928-2008
1. Arithmetic Mean Holding Period

Returns (2):
  Standard & Poor's Public 
     Utility Index 10.74 %

2. Arithmetic Mean Yield on:
Moody's A Rated Public Utility Bonds (6.59)

3. Equity Risk Premium 4.15 %

Notes:  (1)

(2) Holding period returns are calculated based upon income received (dividends and 
interest) plus the relative change in the market value of a security over a one-year 
holding period.

Apple Canyon Utility Company / Lake Wildwood Utilities Corp.
Derivation of Mean Equity Risk Premium Based on a Study

Using Holding Period Returns of Public Utilities

S&P Public Utility Index and Moody's Public Utility Bond Average Annual Yields 
1928-2008, (AUS Consultants - Utility Services, 2009).

Schedule 3.16 
Page 8 of 9



Value Line
Adjusted

Beta

Proxy Group of Six AUS Utility 
Reports Water Companies
American States Water Co. 0.80
Aqua America, Inc. 0.65
California Water Service Group 0.75
Connecticut Water Service, Inc. 0.80
Middlesex Water Company 0.80
York Water Company 0.65

Average 0.74

Median 0.78

Proxy Group of Ten AUS Utility 
Reports Natural Gas Distribution 
Companies
AGL Resources Inc. 0.75
Atmos Energy Corporation 0.65
Delta Natural Gas Company 0.65
Laclede Group, Inc. 0.60
New Jersey Resources Corp. 0.65
Northwest Natural Gas Co. 0.60
Piedmont Natural Gas Co., Inc. 0.65
South Jersey Industries, Inc. 0.60
Southwest Gas Corporation 0.75
WGL Holdings, Inc. 0.65

Average 0.66

Median 0.65

Source of Information: Value Line Investment Survey, Standard Edition

Apple Canyon Utility Company / Lake Wildwood Utilities Corp.
Value Line Adjusted Betas for

the Proxy Group of Six AUS Utility Reports Water Companies
and Proxy Group of Ten AUS Utility Reports Natural Gas Distribution Companies
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Line No.

Proxy Group of Ten 
AUS Utility Reports 

Natural Gas Distribution 
Companies

1.
10.60 % 9.68

2.
11.01 % 10.32

3. Conclusion 10.81 % 10.00

Notes:  (1) From page 2 of this Schedule.

and Proxy Group of Ten AUS Utility Reports Natural Gas Distribution Companies

Traditional Capital Asset 
Pricing Model (1)

Empirical Capital Asset 
Pricing Model (1)

Proxy Group of Six AUS 
Utility Reports Water 

Companies

Apple Canyon Utility Company / Lake Wildwood Utilities Corp.
Indicated Common Equity Cost Rate Through Use

of the Capital Asset Pricing Model
the Proxy Group of Six AUS Utility Reports Water Companies
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Apple Canyon Utility Company / Lake Wildwood Utilities Corp.
Indicated Common Equity Cost Rate Through Use

of the Capital Asset Pricing Model

1 2 3

     Company-Specific        CAPM Result
Value Line         Risk Premium            Including
Adjusted       Based on Market            Risk-Free

Beta   Premium of 7.35% (1)     Rate of 4.90% (2)

Traditional Capital Asset Pricing Model (3)

Proxy Group of Six AUS Utility Reports 
Water Companies
American States Water Co. 0.80 5.88 % 10.78 %
Aqua America, Inc. 0.65 4.78 9.68
California Water Service Group 0.75 5.51 10.41
Connecticut Water Service, Inc. 0.80 5.88 10.78
Middlesex Water Company 0.80 5.88 10.78
York Water Company 0.65 4.78 9.68

Average 0.74 5.45 % 10.35 %

Median 0.78 5.70 % 10.60 %

Proxy Group of Ten AUS Utility Reports 
Natural Gas Distribution Companies
AGL Resources Inc. 0.75 5.51 % 10.41 %
Atmos Energy Corporation 0.65 4.78 9.68
Delta Natural Gas Company 0.65 4.78 9.68
Laclede Group, Inc. 0.60 4.41 9.31
New Jersey Resources Corp. 0.65 4.78 9.68
Northwest Natural Gas Co. 0.60 4.41 9.31
Piedmont Natural Gas Co., Inc. 0.65 4.78 9.68
South Jersey Industries, Inc. 0.60 4.41 9.31
Southwest Gas Corporation 0.75 5.51 10.41
WGL Holdings, Inc. 0.65 4.78 9.68

Average 0.66 4.82 % 9.72 %

Median 0.65 4.78 % 9.68 %

Empirical Capital Asset Pricing Model (4)

Proxy Group of Six AUS Utility Reports 
Water Companies
American States Water Co. 0.80 6.25 % 11.15 %
Aqua America, Inc. 0.65 5.42 10.32
California Water Service Group 0.75 5.97 10.87
Connecticut Water Service, Inc. 0.80 6.25 11.15
Middlesex Water Company 0.80 6.25 11.15
York Water Company 0.65 5.42 10.32

Average 0.74 5.93 % 10.83 %

Median 0.78 6.11 % 11.01 %

Proxy Group of Ten AUS Utility Reports 
Natural Gas Distribution Companies
AGL Resources Inc. 0.75 5.97 % 10.87 %
Atmos Energy Corporation 0.65 5.42 10.32
Delta Natural Gas Company 0.65 5.42 10.32
Laclede Group, Inc. 0.60 5.15 10.05
New Jersey Resources Corp. 0.65 5.42 10.32
Northwest Natural Gas Co. 0.60 5.15 10.05
Piedmont Natural Gas Co., Inc. 0.65 5.42 10.32
South Jersey Industries, Inc. 0.60 5.15 10.05
Southwest Gas Corporation 0.75 5.97 10.87
WGL Holdings, Inc. 0.65 5.42 10.32

Average 0.66 5.45 % 10.35 %

Median 0.65 5.42 % 10.32 %

See page 3 for notes.
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Apple Canyon  Utility Company / Lake Wildwood Utilities Corp. 
Development of the Market-Required Rate of Return on Common Equity Using 

the Capital Asset Pricing Model for 
the Proxy Group of Six AUS Utility Reports Water Companies  

and the Proxy Group of Ten AUS Utility Reports Natural Gas Distribution Companies 
Adjusted to Reflect a Forecasted Risk-Free Rate and Market Return 

 
 
Notes: 
 
(1) For  reasons explained in Ms. Ahern’s accompanying direct testimony, from the three previous 

month-end (December 2009 – February 2010), as well as a recently available (March 26, 
2010), Value Line Summary & Index, a forecasted 3-5 year total annual market return of 
12.99% can be derived by averaging the 3-month and spot forecasted total 3-5 year total 
appreciation, converting it into an annual market appreciation and adding the Value Line 
average forecasted annual dividend yield.  

 
The 3-5 year average total market appreciation of 52% produces a four-year average 

annual return of 11.04% ((1.52.25) - 1).  When the average annual forecasted dividend yield of 
1.95% is added, a total average market return of 12.99% (1.95% + 11.04%) is derived.  

 
The 3-month and spot forecasted total market return of 12.99% minus the forecasted 

risk-free rate of 4.90% (developed in Note 2) is 8.09% (12.99% - 4.90%).  The Morningstar, 
Inc. (Ibbotson Associates) calculated market premium of 6.60% for the period 1926-2009 
results from a total market return of 11.80% less the average income return on long-term U.S. 
Government Securities of 5.20% (11.80% - 5.20% = 6.60%).  This is then averaged with the 
8.09% Value Line market premium resulting in a 7.35% market premium.  The 7.35% market 
premium is then multiplied by the beta in column 1 of page 2 of this Schedule. 

 
(2) The average forecast based upon six quarterly estimates of 30-year Treasury Note yields per 

the consensus of nearly 50 economists reported in the Blue Chip Financial Forecasts dated 
March 1, 2010 (see page 7 of Schedule 11).  The estimates are detailed below: 

 
    

 
  30-Year 
  Treasury Note Yield  

                                 First Quarter 2010  4.60 
                                 Second Quarter 2010  4.70 
   Third Quarter 2010  4.80 
                                 Fourth Quarter 2010  5.00 
                                 First Quarter 2011  5.10 
   Second Quarter 2011  5.20 
                                  

Average  4.90% 
                                                     
    
     
(3) The traditional Capital Asset Pricing Model (CAPM) is applied using the following formula: 
 

RS = RF + β (RM - RF) 
 

Where  RS = Return rate of common stock 
        RF = Risk Free Rate 
        β  = Value Line Adjusted Beta 
        RM = Return on the market as a whole 

 
(4) The empirical CAPM is applied using the following formula: 
 

RS = RF + .25 (RM  - RF ) + .75 β (RM  - RF ) 
 

Where  RS = Return rate of common stock 
        RF = Risk-Free Rate 
        β  = Value Line Adjusted Beta 
        RM = Return on the market as a whole 
 

 
Source of Information:  Value Line Summary & Index  
   Blue Chip Financial Forecasts, March 1, 2010 

                          Value Line Investment Survey, January 22, 2010 and March 12, 2010 Standard Edition 
and Small and Mid-Cap Edition 

                         Ibbotson® – SBBI 2010 Risk Premia over Time Report, Estimates for 1926 – 2009. 



Apple Canyon Utility Company / Lake Wildwood Utilities Corp.
Comparable Earnings Analysis

for a Proxy Group of Eighty-Two Non-Utility Companies Comparable to the
Proxy Group of Six AUS Utility Reports Water Companies(1)

Rate of Return on Book Common 
Equity, Net Worth, or Partner's 

Capital
5-Year Projected (2)

Company Name

VL
Adjusted

Beta

Unadjust
ed

Beta

Residual
Standard 

Error
of the

Regression

Standard
Deviation of

Beta
5 Year

Projection
Student's T

Statistic

Gallagher (Arthur J.) 0.70 0.54 3.0716 0.0668 20.00          0.6                  
Aon Corp. 0.70 0.47 3.1403 0.0683 14.00          (0.2)                 
Beckman Coulter 0.75 0.61 3.1918 0.0694 13.00          (0.4)                 
BMC Software 0.85 0.73 3.1543 0.0686 19.50          0.5                  
Bristol-Myers Squibb 0.75 0.59 3.0886 0.0672 20.00          0.6                  
Buckeye Partners L.P. 0.85 0.75 3.1061 0.0675 14.50          (0.2)                 
Brown & Brown 0.70 0.48 3.1456 0.0684 12.50          (0.5)                 
ConAgra Foods 0.65 0.42 2.8885 0.0628 15.50          (0.0)                 
Capitol Fed. Finl 0.65 0.44 3.0220 0.0657 7.00            (1.2)                 
CVS Caremark Corp. 0.80 0.66 3.1452 0.0684 10.50          (0.7)                 
Quest Diagnostics 0.65 0.46 2.9463 0.0641 15.50          (0.0)                 
Del Monte Foods 0.70 0.51 3.4000 0.0739 11.50          (0.6)                 
Dionex Corp. 0.90 0.78 3.5519 0.0772 17.00          0.2                  
DaVita Inc. 0.65 0.41 3.0854 0.0671 16.00          0.1                  
Enterprise Products 0.85 0.76 3.1170 0.0678 18.50          0.4                  
Energy Transfer 0.80 0.69 3.0862 0.0671 28.50          1.8                  
First Niagara Finl Group 0.85 0.70 3.6141 0.0786 9.00            (0.9)                 
Forest Labs. 0.80 0.63 3.5470 0.0771 9.50            (0.9)                 
Gilead Sciences 0.65 0.43 3.5879 0.0780 33.50          (8) 2.5                  
G&K Services `A 0.80 0.64 3.5505 0.0772 8.00            (1.1)                 
Global Payments 0.85 0.70 3.6330 0.0790 16.50          0.1                  
Gen-Probe 0.85 0.73 3.7116 0.0807 13.00          (0.4)                 
Haemonetics Corp. 0.60 0.39 3.1976 0.0695 12.50          (0.5)                 
Hasbro, Inc. 0.75 0.60 3.2682 0.0711 22.00          0.9                  
Hudson City Bancorp 0.80 0.69 2.9839 0.0649 10.00          (0.8)                 
HCC Insurance Hldgs. 0.85 0.70 3.0771 0.0669 12.00          (0.5)                 
Hewitt Associates A 0.75 0.57 3.3858 0.0736 18.00          0.3                  
Hospira Inc. 0.70 0.53 3.6182 0.0787 20.50          0.7                  
Interactive Data 0.85 0.70 3.1973 0.0695 14.50          (0.2)                 
IDEXX Labs. 0.85 0.75 3.3726 0.0733 24.00          1.2                  
Investors Bancorp Inc 0.70 0.52 3.4367 0.0755 6.00            (1.4)                 
Intl Speedway A 0.85 0.77 3.5449 0.0771 8.00            (1.1)                 
J&J Snack Foods 0.70 0.50 3.4948 0.0760 12.50          (0.5)                 
Henry (Jack) & Assoc. 0.80 0.69 2.9121 0.0633 16.00          0.1                  
Kroger Co. 0.60 0.37 2.9423 0.0640 23.00          1.0                  
Lancaster Colony 0.75 0.57 3.2490 0.0707 17.50          0.3                  
Life Technologies 0.80 0.65 3.6691 0.0798 11.00          (0.7)                 
Lincare Holdings 0.65 0.47 3.3023 0.0718 19.50          0.5                  
Matthews Intl 0.80 0.68 3.2033 0.0697 16.00          0.1                  
McKesson Corp. 0.80 0.63 3.3044 0.0719 13.50          (0.3)                 
Mercury General 0.70 0.54 2.9352 0.0638 10.00          (0.8)                 
Medtronic, Inc. 0.75 0.61 3.4419 0.0749 20.00          0.6                  
Medco Health Solutions 0.70 0.48 3.5559 0.0773 15.00          (0.1)                 
Markel Corp. 0.85 0.77 3.4564 0.0752 7.00            (1.2)                 
Marsh & McLennan 0.75 0.58 3.1110 0.0677 14.50          (0.2)                 
MAXIMUS Inc. 0.80 0.64 3.3308 0.0724 14.50          (0.2)                 
Microsoft Corp. 0.80 0.66 3.0200 0.0657 31.50          (8) 2.2                  
NIKE, Inc. B 0.85 0.74 2.9431 0.0640 17.00          0.2                  
Northwest Bancshares 0.80 0.65 3.4087 0.0741 11.00          (0.7)                 
New York Community 0.80 0.67 3.6679 0.0798 11.50          (0.6)                 
Owens & Minor 0.70 0.50 3.4975 0.0761 13.50          (0.3)                 
OReilly Automotive 0.85 0.70 3.6272 0.0789 11.00          (0.7)                 
Plains All Amer. Pipe. 0.85 0.76 3.6234 0.0788 10.00          (0.8)                 
Peoples United Finl 0.65 0.39 3.2206 0.0700 6.00            (1.4)                 
PerkinElmer Inc. 0.85 0.77 3.6680 0.0798 10.50          (0.7)                 
Ruddick Corp. 0.60 0.34 3.5639 0.0775 11.00          (0.7)                 
RLI Corp. 0.80 0.64 3.0058 0.0654 11.00          (0.7)                 
Rollins, Inc. 0.80 0.64 3.2240 0.0701 29.50          2.0                  
Sherwin-Williams 0.70 0.51 3.3972 0.0739 27.50          1.7                  
Smucker (J.M.) 0.70 0.49 2.9894 0.0650 10.50          (0.7)                 
Sara Lee Corp. 0.85 0.70 2.9751 0.0647 20.00          0.6                  
Silgan Holdings 0.80 0.62 3.0779 0.0669 19.00          0.5                  
Synopsys, Inc. 0.85 0.72 3.0577 0.0665 12.50          (0.5)                 
Suburban Propane 0.75 0.59 3.2859 0.0715 37.00          (8) 3.0                  
Stericycle Inc. 0.70 0.48 3.2811 0.0714 15.00          (0.1)                 
Safeway Inc. 0.70 0.49 3.0748 0.0669 14.00          (0.2)                 
Stryker Corp. 0.80 0.66 3.3911 0.0737 16.00          0.1                  
Techne Corp. 0.75 0.55 2.9612 0.0644 20.00          0.6                  
Teleflex Inc. 0.80 0.65 3.1254 0.0680 11.50          (0.6)                 
Hanover Insurance 0.85 0.74 3.0304 0.0659 9.50            (0.9)                 
TJX Companies 0.80 0.69 3.0689 0.0667 42.00          3.7                  
Texas Instruments 0.85 0.77 3.4289 0.0746 15.50          (0.0)                 
Universal Health Sv. `B 0.80 0.69 3.6798 0.0800 11.50          (0.6)                 
Walgreen Co. 0.75 0.57 3.0892 0.0672 14.00          (0.2)                 
WD-40 Co. 0.75 0.55 3.5047 0.0762 17.50          0.3                  
Weis Markets 0.65 0.42 3.0805 0.0670 9.00            (0.9)                 
W.P. Carey & Co. LLC 0.90 0.78 3.5780 0.0778 15.00          (0.1)                 
Watson Pharmac. 0.75 0.57 3.1868 0.0693 11.50          (0.6)                 
Washington Post 0.80 0.64 3.5452 0.0771 7.00            (1.2)                 
Berkley (W.R.) 0.70 0.53 3.3318 0.0725 17.00          0.2                  
World Wrestling Ent. 0.80 0.66 3.4256 0.0745 31.50          (8) 2.2                  
Alleghany Corp. 0.80 0.69 3.2827 0.0714 6.50            (1.3)                 

Average 0.77 0.61 3.2816 0.0714

Average for the Proxy Group of Six AUS Utility Reports 
Water Companies 0.73 0.56 3.3238 (3) 0.0723

Median (4) 14.50%

See Page 2 for notes.
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Apple Canyon Utility Company / Lake Wildwood Utilities Corp.
Comparable Earnings Analysis

for a Proxy Group of Twenty-Six Non-Utility Companies Comparable to the
Proxy Group of Ten AUS Utility Reports Natural Gas Distribution Companies(1)

Rate of Return on Book Common 
Equity, Net Worth, or Partner's 

Capital
5-Year Projected (2)

Company Name

VL
Adjusted

Beta

Unadjust
ed

Beta

Residual
Standard 

Error
of the

Regression

Standard
Deviation of

Beta
5 Year

Projection
Student's T

Statistic

AmerisourceBergen 0.70 0.52 2.6681 0.0580 15.00          % (0.6)                 
Automatic Data Proc. 0.70 0.54 2.1526 0.0468 16.00          (0.6)                 
Baxter Intl Inc. 0.60 0.37 2.5631 0.0557 26.50          0.2                  
Bard (C.R.) 0.60 0.32 2.5422 0.0553 20.00          (0.3)                 
Becton, Dickinson 0.60 0.38 2.5876 0.0563 20.50          (0.3)                 
Church & Dwight 0.60 0.33 2.4570 0.0534 16.00          (0.6)                 
Colgate-Palmolive 0.55 0.30 2.3334 0.0507 36.00          0.9                  
Clorox Co. 0.65 0.40 2.3216 0.0505 (3) 79.00          3.9                  
Campbell Soup 0.60 0.33 2.4305 0.0529 35.00          0.8                  
Erie Indemnity Co. 0.70 0.52 2.2347 0.0486 20.00          (0.3)                 
Hormel Foods 0.65 0.40 2.6490 0.0576 16.00          (0.6)                 
Schein (Henry) 0.75 0.59 2.7289 0.0593 15.00          (0.6)                 
Hershey Co. 0.65 0.46 2.7670 0.0602 42.50          1.3                  
Intl Flavors & Frag. 0.75 0.59 2.4033 0.0523 21.00          (0.2)                 
Kraft Foods 0.65 0.46 2.5589 0.0556 10.50          (1.0)                 
Kinder Morgan Energy 0.75 0.59 2.5093 0.0546 24.50          0.0                  
Coca-Cola 0.60 0.34 2.2123 0.0481 23.00          (0.1)                 
Laboratory Corp. 0.65 0.40 2.6524 0.0577 19.00          (0.4)                 
McDonalds Corp. 0.65 0.46 2.4760 0.0538 30.50          0.5                  
McCormick & Co. 0.55 0.29 2.5864 0.0562 18.00          (0.4)                 
PepsiCo, Inc. 0.60 0.37 2.2671 0.0493 27.50          0.3                  
Pfizer, Inc. 0.75 0.58 2.7581 0.0600 14.50          (0.7)                 
Raytheon Co. 0.70 0.54 2.6520 0.0577 17.50          (0.5)                 
Sysco Corp. 0.70 0.54 2.6278 0.0571 34.00          0.7                  
Tootsie Roll Ind. 0.70 0.51 2.5538 0.0555 8.00            (1.1)                 
Wal-Mart Stores 0.60 0.36 2.3465 0.0510 17.50          (0.5)                 

Average 0.65 0.44 2.5015 0.0544

Average for the Proxy Group of Ten AUS Utility Reports 
Natural Gas Distribution Companies 0.66 0.43 2.4716 (3) 0.0538

Median (4) 20.00%

See Page 2 for notes.
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Apple Canyon Utility Company / Lake Wildwood Utilities Corp. 

Comparable Earnings Analysis 
 

            

Notes:  
             

(1) The criteria for selection of the proxy group of eighty two non-utility companies was that the non-utility companies be 
domestic and have a meaningful projected rate of return on book common equity, shareholders’ equity, net worth, or 
partners' capital  2012 – 2014 as reported in Value Line Investment Survey (Standard Edition).  The proxy group of eighty 
two non-utility companies was selected based upon the proxy group of six AUS Utility Reports water companies’ 
unadjusted beta range of 0.34 – 0.78 and standard error of the regression range of 2.8858 - 3.7618.  These ranges are 
based upon plus or minus three standard deviations of the unadjusted beta and standard error of the regression as 
detailed in Ms. Ahern’s direct testimony. Plus or minus three standard deviations captures 99.73% of the distribution of 
unadjusted betas and standard errors of the regression. 
 

(2) 2012 - 2014. 
 

(3) The Student’s T-statistic associated with these returns exceeds 1.96 at the 95% level of confidence.  Therefore, they 
have been excluded, as outliers, to arrive at proper projected returns as fully explained in Ms. Ahern’s testimony. 

 
(4) The standard deviation of the group of six AUS Utility Reports water companies’ standard error of the regression is 

0.1460. The standard deviation of the standard error of the regression is calculated as follows: 
 

Standard Deviation of the Std. Err. of the Regr.  =   Standard Error of the Regression 

                            N2   
 
where: N =  number of observations.  Since Value Line betas are derived from weekly price change 

observations over a period of five years, N  =   259 
 

Thus, 0.1460  =     3.3238    =         3.3238 

     518                22.7596 
 

(5) Median five year projected rate of return on book common equity, shareholder’s equity, net worth, or partners' capital 
including returns identified as outliers as outlined in Note (3) above. 

 
(6) The criteria for selection of the proxy group of twenty-six non-utility companies was that the non-utility companies be 

domestic and have a meaningful rate of return on book common equity, shareholders’ equity, net worth, or partners' 
capital projected 2012 -2014 as reported in Value Line Investment Survey (Standard Edition).  The proxy group of  
twenty-six non-utility companies was selected based upon the proxy group of ten AUS Utility Reports natural gas 
distribution companies’ unadjusted beta range of 0.27 – 0.59 and standard error of the regression range of 2.1458 – 
2.7974.  These ranges are based upon plus or minus three standard deviations of the unadjusted beta and standard 
error of the regression as detailed in Ms. Ahern’s direct testimony. Plus or minus three standard deviations captures 
99.73% of the distribution of unadjusted betas and standard errors of the regression. 
 

(7) The Student’s T-statistic associated with these returns exceeds 2.06 at the 95% level of confidence.  Therefore, they 
have been excluded, as outliers, to arrive at proper projected returns as fully explained in Ms. Ahern’s testimony. 

 
(8) The standard deviation of the proxy group of eight AUS Utility Reports natural gas distribution companies’ standard error 

of the regression is 0.1086 (2.4716 / 22.7596). 
 

(9) Median five year projected rate of return on book common equity, shareholder’s equity, net worth, or partners' capital 
including returns identified as outliers as outlined in Note (8) above. 

 
        
 
 
Source of Information: Value Line, Inc., March 15, 2010 
   Value Line Investment Survey (Standard Edition) 
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